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My name is Carl G. Degen. | am a Senior Vice President of Christensen 
Associates, which is an economic research and consulting firm located in Madison, 
Wisconsin. My education includes a B.S. in mathematics and economics from the 
University of Wisconsin-Parkside and an M.S. in economics from the University of 
Wisconsin-Madison. | earned an M.S. by completing the coursework and qualifying 
exams for a Ph.D., but did not complete a dissertation. While a graduate student, | 
worked as a teaching assistant for one year and a research assistant for two years. In 
1980 | joined Christensen Associates as an economist. In 1992 | was promoted to Vice 
President, and in 1997 | was promoted to Senior Vice President. 

During my tenure at Christensen Associates | have worked on research 
assignments including productivity measurement in transportation industries and the 
U.S. Postal Service. | have also provided litigation support and expert testimony for a 
number of clients. In 1994 | gave testimony before the Postal Rate Commission on the 
reclassification of second-class in-county tallies for the In-Office Cost system. In 1995 | 
gave direct testimony on letter bundle handling productivities and the makeup of First- 
Class Bulk mailings. | also gave rebuttal testimony on savings from automation, the 
demand for greeting cards, and analysis of qualifiers for the proposed Publication 


Services subclass. 
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PURPOSE AND SCOPE 

Christensen Associates has been asked to investigate the reliability of the unit 
cost of periodicals Classroom mail as published in the Cost and Revenue Analysis 
report (CRA). This testimony describes the results of this investigation and the 


methods used by Christensen Associates. 


I. ANALYSIS 

The unit costs of periodicals Classroom mail are published annually by the 
Postal Service in the CRA. This report combines the total cosís for each subclass with 
RPW volumes to produce unit costs. There has been some concern that because 
Classroom is such a small subclass the data systems are not producing stable unit-cost 
estimates. Our investigation reveals that there have been some anomalies in the 
reporting of RPW volume data that have created the appearance of instability in the 
voluine estimates. We correct the volume data for the years when we believe the 
anomalies were occurring. The corrected data show a more stable series of unit-cost 
estimates. The unit-cost estimate for 1995 is based on what we believe to be a very 
reliable volume estimate. The attributable costs come from a relatively small sample, 
but the 1993-1995 unit costs seem to be very reasonable. We believe the 1995 unit- 
cost number is reliable. 

Volatility in the unit cost of Classroom mail can stem from volatility in total 
Classroom attributable cost, total Classroom mail volume, or some combination of the 


two. Using data from the CRA we created Figures 1, 2, and 3 which show the trends in 
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ih i i rais à በቤ ከዘናቴ 
the unit cost of Classroom mail, the total attributable cost, and the total volume, One would generally expect the subclass reported on the mailing statement to 1 consistent with authorizations. We could not adjust any earlier years becaus 


reasonable. The 1993 and 1994 values are now very consistent with 1995. Some 














: . . . 1 
respectively. Figure 1 shows that unit cost dipped below its 1986 level in 1993. 2 ሀ correct because it determines the rate. The mailer should speak up if the rate were not compiled the complete Permit/Bravis data before 1993. 


















variation in attributable costs remains after 1994 was put back to its original and correct 





3 Figures 2 and 3 show that the anomalous decline in unit costs for 1993 is the product of too high and the acceptance clerk should look into a rate that was too low. The result For 1994 CRA costs we had identified all publications in Permit/Bravis 






level, but this is to be expected for such a small subclass. The costs for Classroom are 





bl dani in 1993 CI om volumes transactions that were reported as Classroom. We then coded all IOCS tallies for these 
both a decline in 1993 attributable cost and an increase in assro 








4 ofthe Docket No. R90-1 rate case, however, was that Classroom and nonprofit rates 








based on a very small number of actual tallies. 












i i : ¡mati . j . To undo 
My testimony in Docket No. R94-1 had to do with identification of mai'ers that were identical. While the rate equality remained in effect, mailers and postal publications as Classroom and those tallies were used to generate the CRA 












— ሐ. ditis ኞ | 
were erroneously identified as in-county mailers in the IOCS tally classification. acceptance clerks may have perceived a diminished need for careful attention to proper this adjustment the tallies were recoded, as they had been originally, so that only 











Number of Direct Tallies for Classroom 








publications with authorization to mail at Classroom rates were coded as Classroom. 














7 | Subsequent to that testimony, we had expanded the scope of our verification of mailing 7 subclass identification on the mailing statement. We believe this explains why we found 













Mail Processing Costs Carrier In-Office Costs 
m | | | | ሚች lass reported in each (CS 3.1) (CS 6) 
status to all second-class tallies. We had compared IOCS tallies to Permit/Bravis 8 a nontrivial number of instances in which nonprofit mail was erroneously identified as 8 For 1993 and 1994 volumes we compared the subclass rep ፻ s 















9 Classroom Permit/Bravis transaction to the authorization for that publication in the periodicals 


9 transactions and found some inconsistencies. For 1994 we had recoded the IOCS 


















34 27 










i f i | | ssroom but were 
tallies so that the costs were consistent with the way volumes were reported. If a 10 Our correction to the 1994 costs produced consistent measures of volumes and master file. We identified volumes that were not being reported as Class 
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| | | orted as Classroom 
publication was reported as Classroom for RPW volumes we moved its tallies to 11 costs for Classroom, but we now know that Classroom costs and volumes were authorized as Classroom. We also identified volumes that were rep 











but were not authorized as Classroom. The net effect of these changes was to reduce 






Classroom for CRA costs. The recoded IOCS tallies were reflected in the CRA for overstated. We should have corrected the volumes rather than the costs. By 1995 we 










5 Mail Processing costs are the largest component of total costs and the basis for 






1994 13 completely understood the problem and a correction was made to the quarter 1 volume Classroom volume. The majority of the misclassified volumes occurred in a single 






allocation of substantial piggyback costs. The pattern of total costs tracks closely the 





data rather than costs. In quarter 2 of 1995, the rates were changed so that Classroom office. Our corrections were subtracted from the RPW Classroom volume totals for 





We continued to investigate why the IOCS tallies were erroneously coded. For 



















7 pattern of tallies. For a subclass as small as Classroom, considerable variation from 





1993 and 1994. 





15 periodicals, IOCS tally takers only record the publication number. The coding to and nonprofit rates were different. 











year to year must be expected because the number of tallies is very small. 








| | | | 5 can be seen in 
subclass is done by a program that looks up each publication in the periodicals master For our analysis of Classroom costs for this testimony, we have corrected both The results of our analysis of Classroom mail costs and volume 














Consequently, variations in unit cost are an inherent problem for Classroom. 
























10 The design of the IOCS does not generally allow increased sampling of a 






volumes (moving them out of Classroom to the subclass for which they are authorized). year 1993-1995. The smoothing of the unit-cost results from the corrected volume 





master file. There are no markings on the individual pieces that indicate subclass. 











11 particular subclass without increasing the overall sampling rate. In other words, 








| | i ing i e of the large 
When we find inconsistencies between IOCS tallies and the Permit/Bravis records, it We have also redone the 1993 volumes moving volumes out of Classroom to be estimates that are very stable over time. My understanding is that som g 









12 doubling the expected number of Classroom tallies would probably require doubling the 





Classroom mailers have commented that 1995 RPW volume for Classroom mail is 






indicates that the subclass entered on the mailing statement is inconsistent with the 





13 overall sampling rate. This would be very costly and hard to justify for such a small 














authorization in the periodicals master file for that publication. 






' As discussed in the testimony of witness Hunter, USPS-CT-1, panel improvements were made in FY 
1992 in response to a significant drop in reported Classroom volumes in FY 1991 and FY 1990. 
Subsequent to those improvements, as shown in Table 1, reported volumes increased to a level much 






category like Classroom. 












more consistent with that reported for 1988-1989. It is very likely that the unusually high unit costs, also 







The 1995 unit cost of $0. 
appears to be reasonable. Neve 
variance associated with this est 
information on the coefficients of 
processing cost for each of the s 
subclass. Consequently, it has a 
direct mail processing costs of $2 
these costs would be $1,087,000 
costs would cause significant anc 
So, even though we have appare 
that we can expect to see some v 
complicate the rate making proce 
Classroom cost estimates should 

The testimony of witness K 
Classroom under Nonprofit rates. 
within $350,000 of generating the 
classroom costs tells us that the e 
The $350,000 represents less tha 
mixed mail distribution and the pig 


costs could easily cause a $350,0 





shown in Table 1, for FY 1990 and FY 19 
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9 is just under the average of the last four years. lt 
rtheless, | have done some additional analysis of the 
mate. In Docket No. MC96-3, LR-SSR-90 provided 
variation (CVs) associated with the estimate of mail 
bclasses of mail. Classroom is a very small volume 
very large CV of 24.07 percent. Classroom has total 
055,000. The 95 percent confidence interval around 
to $3,023,000. Variation of this magnitude in direct 
| problematic variation in the total unit-cost estimates. 
nt stability in the corrected estimates, the CV tells us 
olatility in cost estimates in the future that will 
ss. The inevitable fluctuations that will come in the 
support consideration of alternative approaches. 
aneer in this case considers the cost coverage of 
He finds that, at Nonprofit rates, Classroom comes 
same cost coverage as Nonprofit. The CV on 
stimated cost for Classroom is extremely volatile. 
n 3 percent of the total costs of over $12 million. With 
gybacking of costs, a very small change in direct 


00 difference in total costs. Given the volatility of 


31 are the result of low volume estimates from the RPW system. 
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direct costs, | would not place great reliance on a discrepancy of $350,000, which 
represents a small fraction of total costs. 

The CV for Nonprofit is 4.25 percent. This is substantially smaller than the CV 
for Classroom because Nonprofit is a substantially larger subclass. A cost category 
which combined Classroom and Nonprofit would be larger still and have a 
correspondingly smaller CV. Witness Kaneer discusses how the cost-coverage 
mandate could be met by combining Classroom and Nonprofit for costing and pricing. 
Such a combination would be very attractive from the standpoint of lower variance and 
less volatility in the cost estimates. Under IOCS separate cost estimation for 
Classroom will always have more volatility than the majority of other subclasses 
because of its size. | am not aware of any way to modify the sampling system that 
would improve the Classroom variance relative to the other subclasses. 

The current design of the IOCS is such that no modifications in data collection 
would be required to implement the merger of Classroom and Nonprofit into a single 
cost category. For Periodicals there are no identifiers on the mail piece so data 
collectors only collect the Publication Number. The classification of individual tallies is 
done after the data collection phase. A computer program checks each tally against 
the Periodicals Master File and assigns the proper subclass. The merger of Classroom 
and Nonprofit for cost estimation would involve very little effort and none of the 


uncertainty generally associated with changes to field data collection procedures. 
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Original Unit Cost (relative to 1986) 
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Figure 2 





. ^ 
^ > 





Original Total Attributable Cost (relative to 1986) 





- - Œ - -Original Total Attributable Cost 
(relative to 1986) 























Figure 3 





Original Total Volume (relative to 1986) 











- * *k - -Original Total Volume (relative to 
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Figure 4 








Adjusted Unit Cost (relative to 1986) 





- * ፋጭ - -Adjusted Unit Cost 
(relative to 1986) 























Figure 5 








Adjusted Total Attributable Cost (relative to 1986) 





- * E - -Adjusted Total Attributable Cost 
(relative to 1986) 























Figure 6 





Adjusted Total Volume (relative to 1986) 





* *  ዙ - -Adjusted Total Volume 
(relative to 1986) 


























Volume (in 10005) 


37,360 
48,574 
61,223 
55,206 
37,886 
43,161 
64,624 
94,021 
80,039 
64,911 


Volume (in 1000s) 


37,360 
48,574 
61,223 
55,206 
37,886 
43,161 
64,624 
60,589 
61,743 
64,911 


Table 1 


Original CRA Figures 


Attributable Cost (in 10005) 


4,484 

7,327 

8,808 

10,359 
10,678 
10,915 
13,251 
11,230 
15,365 
12,596 


Adjusted Figures 


Attributable Cost (in 10005) 


4,484 

7,327 

8,808 

10,359 
10,678 
10,915 
13,251 
11,230 
12,695 
12,596 
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Unit Cost ($/piece) 


0.12 
0.15 
0.14 
0.19 
0.28 
0.25 
0.21 
0.12 
0.19 
0.19 


Unit Cost ($/piece) 


0.12 
0.15 
0.14 
0.19 
0.28 
0.25 
0.21 
0.19 
0.21 
0.19 





supplemented on January 13, 1997, is true to the best ( 


and belief. 


Date: 
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Mar 18 ዛ y3 PH *97 USPS-CT-3 | dr Autobiographical Sketch | This testimony addresses two fundamental Classroom Mail 
T AUTOBIOGRAPHICAL SKETCH 
STAL RATE COMMISSION I. Introduction : 
X | . | problems: 
OFFICE OF THE SECRETARY | My name is Kirk T. Kaneer and I am employed by the Postal 
ny, USPS-CT-2, as Before The | II. 1) A substantial rate increase is needed to adequately cover 
POSTAL RATE COMMISSION Service as an economist in Pricing. 1 have held this position 
3 my knowledge, information, WASHINGTON, D.C. 20268-0001 ^ h. Proposed Action: Common Classroom And | | , WAT | costs, and 
| Nonprofit Rate Schedule since 1992. My current duties are to aid in the development of 
2) Classroom Mail cost estimation is subject to large 
B. Finding A Balance pricing models and calculations for use in domestic rate design. 
| statistical variation. 
| | i C. FY 1996 Cost Coverage I have been employed by the Postal Service since 1988. Before 
q Mail Classification Schedule, 1996 | ; 3 In general, a phased combining of Classroom Mail rates and costs 
Docket No. MC96-2 D. USPS Proposal working in Pricing, I served in the Labor Economics Research 


Classification Reform II (Nonprofit Mail) with that of Nonprofit Mail would be a fair and practical 


III. Proposed Action: Aggregate Classroom Division as economist involved in labor negotiations. Prior to 


And Nonprofit Costs 





ን solution of these two problems, given the reported costs. 
coming to the Postal Service, I worked at the Bureau of Labor 


Statistics (BLS), Office of Prices and Living Conditions, i 
II. A Substantial Rate Increase To Cover Costs 


Consumer Expenditure Surveys Research Division, from 1983 to i 
Classroom Mail failed to recover its costs in FY 1994 and 


1988. While employed at BLS, I published an article titled: TU? 
FY 1995 (Postal Rate Commission Order No. 1125). Specifically, 


"Distribution of Consumption by Aggregate Expenditure Share", 
TESTIMONY OF KIRK T. KANEER FY 1995 CRA Classroom Mail cost coverage was only 82 percent 
Monthly Labor Review, 109(2), 50-53, April 1986. 

REGARDING CLASSROOM MAIL (excluding fee revenues). Therefore, at least a 20 percent 
In 1982, I received a Masters of Science, Economics, from 

ON BEHALF OF THE increase in Classroom Mail rates would have been necessary merely 
UNITED STATES POSTAL SERVICE Florida State University, Tallahassee Florida. In 1978, I i 
to cover costs in FY 1995. Obviously, Classroom Mail needs a 


received a Bachelor of Science Degree with Double Majors in 


substantial rate increase to approximate an appropriate cost 


Economics and Business Administration from the University of i 
coverage level as specified under the 1993 Revenue Foregone 


Central Florida, Orlando, Florida. 
Reform Act. 
A. Proposed Action: Common Classroom And Nonprofit Rate Schedule 
Within Periodicals, the Classroom and Nonprofit subclasses 
share important commonalties. Both subclasses are handled in the 


same operational network.! Both have identical rate schedule 





* In fact, because they lack unique characteristics or clear 


identification, most postal employees would be unable to distinguish 
between the two subclasses. 
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1 Structures. Both are required to have the same advertising pound 


1 key factors are critical: 1) the needed increase in Classroom 1 however, is the mitigation o 
















2 rates, 39 U.S.C. § 3626 (a)(4), and the same markup through and 







Mail revenues, and 2) the de-averaging effects of 2 basis tef. Table 5). 











































































































































































































































































































beyond the phasing period, 39 U.S.C. $ 3626 (a)(3). Given these [Table 1. Classroom Mail (000's) | Table 3, Current Classroom To Nonprofit MC96-2 Rate Comparison 
Cost Coverage Calculations | moa MC962 reclassification, where rates were increased ard decreased, 
commonalties, applying the Nonprofit Mail rate schedule to Item FY 1995 Cost] FY 1995 Billing Det. | Nonprofit: MC96-2 Rates| MT መ መ). TAM | 
ዮተ ተ : P cm CLASS generally based on costs. It is important to find a balance that 
Classroom Mail volumes in 1995 produces a Classroom Mail cost : nme rans. stem — STEP 2 STEP 2 Percent Change 
| Fee Revenue AA E 184.7] 5 184.7) Advertising Pound Rates 5 makes the necessary increase in Classroom rates, yet tempers the 
6 coverage that is similar to Nonprofit Mail’s cost coverage. [Total Revenue Including Fees wel M 10,518.6) 5 13,029.6 Delivery Unit 50 180 50 169 6.1% TT | | 
| | | [Total Costs Coverage ; 12:596 83 59 103.4%) SEE 52151 587155 25% 6  de-averaging effects of classification reform so as to avoid 
Table 1 depicts the results of applying Step 2 Nonprofit $ 0313 50215 6-85; 
Zones 182 $0. . — 7 "rate shock." 
0, 
MC96-2 rates to Classroom Mail as if these rates had been in Zone 3 $0.223 $0.224 0.4% 
" . l Zone 4 $0.250 $0.251 0.4% 
effect the entire fiscal year. As can be seen, cost coverage [Table 2. NOnpront man | Zone5 | $0.292 50.232 0.0% 8 B. Finding A Balance 
Coverage Calculations | E $0335 $0.336 03% 
(including fee revenues) increases from 83.5 percent to 103.4 FY 1995 Cost} FY 1995 Billing Det. Nonprofit: MC96-2 Rates] Zone 7 $0.388 $0.388 0.0% 9 By withholding the de-averaging effects for the first 
WE [Postage Revenue s 321,093,957| 332,031,802] E $0.432 $0.432 00% | | 
11 percent, using the CRA cost of $12,596(000). This is very close 10 implementation year, a balance between the revenue needs for 
[Fee Revenue 4,213,000) 4,213,000] Nonadvertising Pound Rates $0.108 $0.134 24.1% 
to the actual FY 1995 102.9 percent Nonprofit Mail cost coverage [Total Revenue Including Fees 325,306,957| 336,244,802] 11 adequate cost coverage and rate de-averaging goals can be 
[Tota! Costs Coverage $ 316,155,000 102.9%} 106.4%} Presort Rates Piece Rates i 
' Level G Undiscounted $0.166 $0.213 28.3% 12 achieved by using Nonprofit R94-1 rates, excepting MC96-2 








13 (including fee revenue) depicted in Table 2 and thus implies an 











Level G ZIP * 4 Numeric Letters $0.213 34.0% 
Level G Prebarcoded Letters 
Level G Prebarcoded Flats 
Level H3 Undiscounted $0.123 $0.168 36.6% 
Level H3 ZIP + 4 Numeric Letters 
Level H3 Prebarcoded Letters $50.113 $50.145 28.3% 
Level H3 Prebarcoded Flats 
Level H5 Undiscounted 
Level H5 ZIP + 4 Numeric Letters 
Level H5 Prebarcoded Letters 
Level H5 Prebarcoded Flats 
Level 11 









13 advertising pound rates. Advertising pound rates are set 









appropriate markup. 3 Using a common rate schedule for Classroom and Nonprofit 
























consistent with 39 USC S 3626(a) (4). Accordingly, Classroom 












to make valid revenue and cost comparisons mail seems reasonable since these cost coverages are within 3 





Of course, 




























15 should have the same advertising pound rates as Regular 


between Classroom and Nonprofit Mail, FY95 Classroom and 5 percentage points of each other. 



















16 periodicals, which are already reflected in the Nonprofit MC96-2 






Nonprofit Mail billing determinant volume data should be used 6 However, the Postal Service is concerned about the impact or 



















17 advertising pound rates. Table 4 illustrates the cost coverage 








18 with the same Docket No. MC96-2 rates for the respective 7 “rate shock” for customers, especially those customers with a 



































18 results - once again using FY 1995 Classroom Volume data and Step 









19  subclasses. (Actual FY 1995 Nonprofit revenues reflect the relatively low degree of presortation as demonstrated in Table 3. 











19 2 rates. 





actual rates in effect in FY 1995, rather than MC96-2 rates.) 















9 In particular, the percent change calculations associated with 
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Tables 1 and 2, columns labeled: "Nonprofit: MC96-2 Rates” show 10 going directly from R94-1 Step 2 Classroom rates to Nonprofit Te Table 4. Classroom Mail 

“Hybrid Nonprofit Rates” 
103.4 percent and 106.4 percent cost coverages for Classroom and MC92-2 Step 2 rates are very high for those piece rates. LE | ዚፀጠ FY 1995 Cost] Coverage Calculations | 

lece Discounts 

23 Nonprofit respectively using MC96-2 Nonprofit Step 2 rates. (The Delivery Unit Entry | -$0.005 -$0.012 .. M peeo eines . WE 
- 3 SCF Enty - -$0.003 -$0.006 100.0% [Fee Revenue $ 184.7] 
best available data for fee revenue is the actual fee revenue Editorial Content -$0.035 -$0.042 20.096 [Total Revenue - | $ 12,964.7] 
[Total Costs Coverage 5 12,596 102.9% 

















Based on Nonprofit MC96-2 advertising Pound Rates, 6 R94-1 Piece and - 
Nonadvertising Pound Rates (Step 2). 





25 received in FY 1995 and will be used for all calculations in this 
2 For example, Levels H3 and H5, undiscounted, increase by 36.6 















26 testimony.) 


percent. These high percent changes reflect the result of pre- 20 As can be seen, a 102.9 percent cost coverage results - very 














4 vs. post-reclassification rate de-averaging and the higher 21 close to the 103.4 percent under the strict application of MC96-2 















Nonprofit rates. Thus, in setting new Classroom Mail rates, two Step 2 Nonprofit rates, (cf. Table 1). Equally important, 
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f “rate shock” on a cell-by-cell 





Advertising Pound Rates 
Delivery Unit 
SCF 
Zones 1&2 
Zone 3 
Zone 4 


Zone 5 
Zone 6 
Zone 7 
Zone 8 
Nonadvertising Pound Rates 


Presort Rates Piece Rates 
Level G Undiscounted 
Level G ZIP + 4 Numeric Letters 
Level G Prebarcoded Letters 
Level G Prebarcoded Flats 
Level H3 Undiscounted 
Level H3 ZIP + 4 Numeric Letters 
Level H3 Prebarcoded Letters 
Level H3 Prebarcoded Flats 
Level H5 Undiscounted 
Level H5 ZIP + 4 Numeric Letters 
Level H5 Prebarcoded Letters 
Level H5 Prebarcoded Flats 
Level 11 
Level 12 
Level 13 


Piece Discounts 
Delivery Unit Entry 
SCF Entry 


ጻፍ; 
Revised 
3/6/97 


"HYBRID" 
NONPROFIT 
STEP 2 


6.1% 
-0.5% 
0.9% 
0.4% 


0.0% 
0.3% 


$0.138 
$0.111 


Editorial Content -$0.035 -$0.042 


Based on Nonprofit MC96-2 Advertising Pound Rates & R94-1 Piece Rates 
(Step 2). 


In comparing R94-1 Step-2 Classroom rates to a "hybrid" of 
Nonprofit rates based on Nonprofit MC96-2 advertising pound rates 


& R94-1 piece rates and non-advertising pound rate, the large 
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percentage changes in the lower degrees of presortation have been 















































































































































































































































° : ! 1 
reduced compared to straight application of MC96-2 Nonprofit Table 6: Classroom Mail Rate Proposal | C. FI 1996 Cost Coverage 
i 1 | | PRC Order : ission’ | i 
rates (cf. Table 3). While these reductions are offset to some CURRENT PHASE-1 PHASE-2 Percent Change No. 1111 stated the Commission's concern that Table 7. Classroom Mail Costs Coverage, Estimated FY 1996 
: i i Line No. Item 
extent by increases in carrier route rates, the highest CLASSROOM NONPROFIT | NONPROFIT | Current To | Phase-1 To | proposed rates in this docket should cover their FY 1996 
R94-Step4 STEPS STEP 6 Phase-1 Phase-2 d | 
| | FY 96 Cost Estimate 
percentage rate increase diminishes from 41.2 percent (Table 3) ; Advertising Pound Rates attributable costs. As demonstrated in Table 1, Classroom FY 1 Cost (FY 95) $12,596,000 
Delivery Unit $0.180 $0.169 $0.169 6.1% 0.0% ፣ | | i Rollforward Pieces (FY 95) 70,214,000 
to 32.1 percent (Table 5), suggesting that overall “rate shock” SCF 50 181 50 190 50 190 25% 00% 1995 volumes would have covered their FY 1995 cost if Nonprofit 3 Rolforward Unit Costs [line 1 / line 2] 5 0.17939 
| | 1 214 214 9% 0% - l 
has been reduced. Therefore, it is proposed to use a hybrid Zones 182 $0.212 $02 $0.2 9.9% ሰክሐ MC92-2 Step 2 rates had been applied. The FY 1996 Step increase 4 Rollforward Costs TYBR (FY96) 13,434,000 
Zone 3 $0.223 50.224 $50.224 0.4% 0.0% 5 Rollforward Pieces TYBR (FY96) 73,592,000 
schedule composed of Nonprofit R94-1 Step 5 piece rates with Zone 4 $0.250 $0.251 $0.251 0.4% 0.0% should cover most, if not all, the normal cost increases due to 6 Rolforward Uni Costs [line 4 / line 5] $ 0.18255 
Zone 5 $0.292 $0.292 $0.292 0.0% 0.0% | | | 
MC96-2 advertising pound rates for a period of one year, as a Zone 6 $0.335 $0.336 $0.336 0.396 0.0% inflation. These costs and rate change effects can be estimated | . mE LLLA. 
| Zone 7 $0.388 $0.388 $0.388 0.0% 0.0% : 
፡ ና A in using: 1)FY 1995 Classroom co 8 Estimated Costs FY 1996 $12,817,356 
means of reducing “rate shock”, after which, Nonprofit MC96-2 E $0.432 $0432 $0.432 0.0% 00% g: 1) costs, 2)a Classroom Mail cost [line 1 x line 7] 
Step 6 rates will be applied to Classroom Mail. This will be A bsc = I = = haie rollforward factor, and 3)the MC96-2 Step-3 FY1996 Nonprofit ! Revenue Estimates 
| | | 9 Estimated FY 1996 Revenue (Including Fees) $10,566,253 
consistent with other MC96-2 changes. Furthermore, Classroom Presort Rates Piece Rates rates (see Appendix A). Classroom cost rollforward factor can be Step 3 Classroom Rates @ 1995 Billing Det. Volume 
Level G Undiscounted | | 
mailers will have ample notice to adjust their subscription rates | reer. FP yr derived from the testimony of Postal Service witness Patelunas 10 Estimated FY 1996 Revenue (Including Fees) $13,113,056 
| | To pde —— o Step 3 Using Hybrid Rates 65 1995 Billing Det. Volume 
for the 1997-98 academic year to reflect increased postage costs Eo (USPS-T-5) from Docket Number MC96-3 (the same source that was | 
Level G Prebarcoded Flats 11 Estimated FY 1996 Revenue (Including Fees) $13,205,793 
if rate increases are delayed until FY 1998, given the unique Level H3 Undiscounted employed in the Postal Service's responses to Order No. 1111 with Step 3 Nonprofit Rates @ 1995 Billing Det. Volume 
Level H3 ZIP * 4 Numeric Letters 
relationship with their subscribers; i.e. that all subscriptions | Level H3 Prebarcoded Letters respect to the Nonprofit subclass). Cost Coverage Estimates 
፡ Level H3 Prebarcoded Flats 12 Estimated FY 1996 Cost Coverage 82.4% 
generally start and end at the same time. | Level H5 Undiscounted [line 9 / line 8] 
Given the commonalties and rate relationships discussed thus minera shania mta 13 Estimated FY 1996 Cost Coverage 102.3% 
Level H5 Prebarcoded Letters : [line 10 / line 8] 
far, the Postal Services proposes that the R94-1 Classroom Step 4 Level H5 Prebarcoded Flats ኝ 
Level 11 | 14 Estimated FY 1996 Cost Coverage 103.0% 
ፍላ ፥ ጠህ 1 i ' [line 11 / line 8] 
rates would be replaced by the "Hybrid" Nonprofit rates, l.e. TIME Level I2 
: 6-53 Level 13 
Step 5 Nonprofit R94-1 piece rates and non-advertising pound rate 
with MC96-2 Advertising Pound rates, effective in FY 1998. In Piece Discounts 
Delivery Unit Entry -50.005 100.0% 
the following year, MC96-2 Nonprofit Step 6 rates alone would be SCF Entry -$0.203 50.0% 
Editorial Content -$0.035 0.0% 


























applied to Classroom Mail as well, thus forming a common rate 


Current: Classroom R94-1, (Step4). 
Phase-1: Nonprofit R94-1 (Step 5) rates with MC96-2, advertising pound rates, effective FY 1998. 
(cf. Table 6). Phase-2: Nonprofit MC96-2 (Step 6) piece & pound rates, effective FY 1999. 


schedule for Classroom and Nonprofit Mail effective in FY 1999 


12 





ናነ 


ነ [ 


01618 


Table 7 demonstrates the cost coverage calculation for the 
FY 1996 Classroom costs. The FY 96 results shown in Table 7 are 
similar to the FY 95 results shown in Table 1; i.e., R94-1 
Classroom rates do not appropriately recover Classroom costs, 
while the application of Nonprofit rates to Classroom Mail would 
cover Classroom attributable costs and contribute to the recovery 


of institutional costs. 


D. USPS Proposal 

The Postal Service proposes that the Commission recommend 
the same full Step 6 rates for Classroom Mail as it did earlier 
in this docket for Nonprofit Mail. Preceding the application of 
full Step 6 Nonprofit rates to Classroom Mail in FY 1999, the 
Postal Service further anticipates the implementation for FY 1998 
of Step 5 Nonprofit rates from the R94-1 phasing schedule (except 
for the advertising pound rates). In both instances, these rates 
should allow Classroom Mail to cover its cost and make an 


appropriate contribution to institutional costs. 





? The calculation begins with FY 1995 CRA costs for Classroom Mail of 


$12,596(000) shown in Patalunas Ex. 5A, pg. 7. The relevant FY 1995 
Classroom volume number associated with this cost in the rollforward 
process was 70,214(000) shown in Ex. 5D, pg. 5. An implicit FY 1995 
rollforward unit cost of 17.939 cents is yielded by simple division. 
Witness Patelunas' projected FY 1996 TYBR total Classroom cost is 
13,434(000) (Ex. 5G at 4), corresponding to FY 1996 TYBR Classroom volume 
of 73,592(000) (Ex. 5G at 17), with a resulting FY 1996 TYBR Rollforward 
unit cost of 18.255 Cents. Thus the expected Classroom cost rollforward 
factor between FY 1995 and FY 1996 is the ratio of the FY 1996 
rollforward unit cost to the implicit starting FY 1995 rollforward unit 
cost, i.e. 18.255/17.939, or 1.0176. The best estimate of FY 1996 
attributable Classroom costs, assuming constant volume, is obtained by 
multiplying FY 1995 Classroom costs of 12,596(000) by the rollfoward 
factor of 1.0176, yielding $12,818(000)which is shown on line 8 of 
Table 7. Lines 9, 10, and 11 show the estimated revenues obtained by 
using Step 3 Classroom, "Hybrid Nonprofit", and Nonprofit rates assuming 
the same 1995 volumes used in all previous calculations. Lines 12, 13, 
and 14 show the cost coverages. 
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III. Proposed Action: Aggregate Classroom And Nonprofit Costs 

A long-term solution to the wide variations in Classroom 
Mail cost is to aggregate the Classroom and Nonprofit costs. If 
Classroom Mail costs continue to behave as a subset of Nonprofit 
Mail in the next general rate filing, then separate Classroom and 
Nonprofit cost reporting should be discontinued. 

At MC96-2 Step 2 Nonprofit rates, the unit cost and revenue 
for Classroom Mail would be 19.4 and 20.1 cents, while the unit 
costs and revenue for Nonprofit would be 13.9 and 14.7 cents. 


The fact that the same rate schedule applied to Nonprofit and 


Classroom yields approximately the same cost coverage, despite 


substantial differences in average unit costs and unit revenues 
between the two categories, is probably much more than mere 
coincidence. In light of the general characteristics (such as 
shape) that are shared with most Periodicals, costs should be 
about the same to the extent that Classroom Mail goes through the 
same basic operations as Nonprofit Mail. Furthermore, to the 
extent that Classroom Mail has different costs due to weight, 
average haul, presortation, automation, and entry points, such 
differences are reflected in the rate schedules. The rate design 
elements account for cost differences caused by differences in 
mail characteristics, thus the revenue differences are 
approximately proportional to the cost. In this respect, 
Classroom Mail seems to be behaving in the same manner as we 
would hope that any subset of Nonprofit would behave - average 
costs and revenues that differ from the average of the set as a 
whole, but still in the same rough proportion. Therefore, if 


Classroom appears to be behaving like a subset of Nonprofit Mail, 
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perhaps we can dispense with reporting its costs separately by 
combining Classroom and Nonprofit cost reporting. 

There are two good reasons for combined Ciassroom and 
Nonprofit cost reporting. First, because the subclass is so 
small, as witness Degen has testified, there is an intrinsic 
statistical instability built into the IOCS-based cost 
fluctuations in reported unit costs which reflect not true costs 
differences, but random sampling variances?. If rates are 
periodically changed in an attempt to track these fluctuating 
costs, the results will be rates that exhibit wide swings in both 
directions. To avoid such roller-coaster effects, it makes sense 
to aggregate Classroom data with those available for a similar 
category with much larger volume base. The obvious candidate is 
Nonprofit Periodicals due to its commonalties with Classroom 


Periodicals. 


The second good reason to aggregate Classroom and Nonprofit for 
cost reporting and rate design purposes would be to simplify the 
rate schedules. Classroom is an extremely small subclass of 
mail, and is entered at only a limited number of post offices 


nationwide. There is some administrative burden associated with 





3 The magnitude of the uncertainty associated with the current estimate 
of Classroom Mail costs is discussed by witness Degen. ፲ will discuss 
just one example here. For FY 1995, the CRA cost for Classroom Mail was 
$12.596 million. As I discussed above, the cost coverage that would 
have been produced by applying Nonprofit rates to the Classroom Mail 
Volume was 103 percent as opposed to 106 percent obtained by applying 
the same rates to Nonprofit volumes and costs. Yet if the actual cost 
for Classroom in FY 1995 had been just $350,000 less, the cost coverage 
derived for Classroom Mail would have been exactly the same as that of 
Nonprofit Mail, 106 percent. As witness Degen states, little reliance 
can be placed on a reported cost difference of this amount. This type 
of analysis raises the question of whether trying to maintain a separate 


n 15*91 


maintaining separate rate schedules for Classroom and Nonprofit 
mail. If one rate schedule applied to both subclasses generated 
the appropriate level of revenue from each, the Postal Service 
would minimize the burden on its administrative and mail 
acceptance personnel. While certainly not dispositive, this 


concern should not be ignored. 


A. Nonprofit Mailer Impact 

The effects on Nonprofit Mailers of combining Classroom and 
Nonprofit Mail costs are assessed in Tables 7, 8, and 9 which 
evaluate cost coverage calculations using Nonprofit MC92-2 Step 2 
rates for Classroom Mail, Nonprofit Mail, as well as Classroom 
and Nonprofit Mail combined. Comparing the cost coverage of 
Nonprofit in Table 8 (before combination) with the cost coverage 
in Table 9 (after combination), it can be seen that Nonprofit 
Mailers are unaffected by combination of cost data given the 
small relative size of Classroom Mail volumes and costs. The 
Nonprofit Mailer's cost coverage is 106 percent both before and 


after cost combination. 





cost estimate for Classroom causes us to place more reliance on the 
Classroom estimate than its inherent precision will bear. 
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[Table 8. Classroom Mail | 
Cost Coverage | 

Item FY 95 Cost| Nonprofit: MC96-2 Rates| 

[Postage Revenue $ 12,844,926] 
[Fee Revenue ር ን 6 184,700] 
[Total Revenue Including Fees $ 13,029,626] 
[Total Cosis Coverage $ 12,596,000 103.4426%} 
[Table 9. Nonprofit Mail | 
Costs Coverage | 

FY 95 Cost| Nonprofit: MC96-2 Rates| 

[Postage Revenue 332,031 602] 
[Fee Revenue 4,213,000] 
[Total Revenue Including Fees 336,244,802] 
[Total Costs Coverage 5 316,155,000 106.354425/] 
[Table 10. Combined Classroom And Nonprofit Mail i 
Cost Coverage | 

FY 95 Cost| Nonprofit: MC96-2 Rates] 

[Postage Revenue 344,876,728) 
[Fee Revenue 4,397,700} 
[Total Revenue Including Fees TEEN 349,274 428] 
[Total Costs Coverage $ 328,751,000 106.24285% 
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As I understand it, the purpose of the change in the law in 


1993 was to establish a process by which preferred rate 


categories, such as Classroom and Nonprofit, would be allowed to 


make a smaller proportional contribution to institutional costs 


than corresponding commercial rate categories. To achieve this 


purpose, Congress established target cost coverage for preferred 


mail categories that are pegged to those of their commercial 


counterparts. What is important to keep in mind about these 


cost 


coverages, however, is that the statutory targets are best met by 


rates which recover revenue in the correct proportion to the 






















1 Nonprofit Mail tallies for data reporting purposes, the resulting if rates are designed for Nonprofit Mail on the basis of 








actual costs of the preferred mail category. To the extent that 






2 Nonprofit costs, and if those rates are projected to apply to 






there are discrepancies between the actual costs and the reported 2 cost estimates should be much more statistically stable over time 










3 Classroom Mail, does the resulting cost coverage for Classroom 










3 than the current Classroom estimates. If rates were designed on 





3 costs, a rate schedule which recovers revenues in exactly the 










approximates to a satisfactory degree the cost coverage projected 






correct proportion to reported costs is not necessarily the best 4 the basis of such aggregated (and more stable) costs to form a 
















5 rate schedule that creates appropriate links between higher cost 5 for Nonprofit Mail? ፲፻ so, the aggregation of costs would be 







5 rate schedule - particularly if there is a large degree of 






6 mail characteristics and higher postage, the intended 6 considered permanent, and the Postal Service would cease to 








6 Statistical variation in reported cost due to small mail volumes. 









relationship between actual Classroom revenues and actual 7 report Classroom costs separately in its annual CRA reports. 





Of course, it is impossible to ever know with certainty the 













8 Separate subclass identity wovld be maintained, however, and 





Classroom costs may be achieved. 


extent of the discrepancy, if any, between actual costs and 














9 Nonetheless, whether target cost coverages can better be met 9 volumes and revenues would continue to be reported separately in 





9 reported costs. To measure the discrepancy would require perfect 









10 by the aggregation of the Classroom and Nonprofit subclasses for 10 the RPW reports. 







knowledge of actual costs, which does not exist. However, we do 













11 cost reporting and rate design purposes is a matter of judgment. 








know that a good possibility exist over time that there will be Yi 
11 B. Cost Aggregation Permanency Condition 










As noted above, there is still a concern over our ability to 










discrepancies between actual costs and reported costs because of i | 
The Postal Service would not implement this cost reporting 



















13 measure the true costs of Classroom Mail. Without perfect 












random sample variation. Thus, a rate schedule which recovers 





13 proposal, however, unless all interested parties are prepared to 










14 knowledge of current and/or future factors and events, we can 







14 revenues in exactly the correct proportion to reported costs may | 
accept it on a permanent basis. If all interested parties cannot 






15 never be certain that one procedure or another will produce the 






15 not necessarily be the best rate schedule, particularly where 
15 agree that separate estimates will not be made except on an 






























16 more accurate cost coverages. There is no apparent practical 


16 there is likely to be a high degree of statistical variation due | 
36 extraordinary basis, there is nothing to be gained by a mere 
















17 empirical resolution of the issue. Thus, it is perhaps ironic to 





17 to reported costs. The associated volatile rates would make it 
17 change in reporting procedures. Under such an agreement, what 


















18 await the availability of more empirical information before 






18 difficult for customers to anticipate their postage costs and ! 
18 might be something extraordinary enough to trigger a 






















19 plan their budgets accordingly. Therefore, it is possible that a 19 adopting an aggregation procedure. The advantage of postponing 





19  reexamination of Classroom costs? One tangible example would be 



















is that it does allow further examination 






20 aggregation, however, 






20 rate schedule designed on the basis of some thing more than the 






20 that if the billing determinants of Classroom change so 










21 and lend confirmation of the potential impact. As noted above, 











21 reported costs of the subclass in question may, over time, do a 







21 drastically that the unit revenues fall below those of Nonprofit, 





22 based on FY 1995 data, the impact of aggregation would have been 
















22 better job of tracking the appropriate relationship between 










22 it might be worthwhile to examine the costs and see if the 













23 minimal. Therefore, the Postal Service proposes that, if the 


revenues and actual costs. | 
23 fundamental relationship has changed. What we do not propose to 







24 same Classroom/Nonprofit cost/revenue relationships observed for 








24 Due to its relatively small volume, Classroom Mail may be an | 
24 allow, however, would be the situation in which Classroom or 











25 FY 1995 emerge again when the next occasion arises to design 











25 instance in which better compliance with the ultimate objective - 





25 Nonprofit mailers routinely opt in or out, depending upon which 












26 rates for the two subclasses, costs should be aggregated and a 


















26 an appropriate cost coverage - can be obtained by moving beyond | 
26 gives them the lower rates. We think that, in the long run, 













27 direct reliance on reported Classroom costs. Given witness 27 common rate schedule should be designed and implemented. The 





27 aggregating the subclasses for cost and rate design purposes can 














28 test to determine whether the same relationships hold would be, 





28 Degen's testimony, if Classroom Mail tallies are combined with 
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produce stable rates that are 
If mailers, the Commission, o 
not agree with the fundamenta 
of Classroom and Nonprofit ma 
prepared to report Classroom 
accordingly; i.e., with the i 


associated with Classroom Mai 


IV. Summary 
As Witness Degen has te: 
instability in Classroom IOCS 
Thus, given the small Classro 
existing rate structures and 
and Nonprofit Mail currently 
Classroom and Nonprofit for c 
purpose should have several a 
1) Minimize the wide swi 
stabilize rates for c 
2) Simplify rates; thus 
costs, and 


3) Have little or no imp 


Furthermore, our proposal def 
aggregation until additional 
that the apparent relationshi 
1995 data are not illusory. 
validating information at the 


proposal would be to combine 


AVS Ot 


fair and consistent with the Act. 
r any other interested parties do 
l position of permanent aggregation 
il costs, the Postal Service is 
costs separately and design rates 
nherent statistical instability 


1 costing. 


stified, there is an intrinsic 

data due to its small volume. 

om Mail volumes, and the similar 
operational handlings that Classroom 
have in common, aggregating 

ost reporting and rate design 
dvantages: 

ngs in Classroom Mail costs and thus 
urrent classroom mailers, 


helping to reduce administrative 


act on Nonprofit Mailers. 


ers Classroom and Nonprofit Mail 
information enhances our confidence 
ps which can be observed in reported 
Given the availability of such 

time of the next rate filing, our 


these two subclasses permanently for 


cost reporting and rate design purposes, subject to 


reconsideration only under extraordinary circumstances. 
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| declare under penalty of perjury that my testimony, USPS-CT-3, as revised 
on March 6, 1997, is true and correct to the best of my knowledge, information, and 


belief. 


Date: 3/11/97 
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UNITED STATES OF AMERICA TET 
POSTAL RATE COMMISSION ከፄ 3 2 5! 
WASHINGTON, D.C. 20268-0001 CNMISSION 


RATE ቆ 
ተተቹ THE SECRETARY 


RECEIVED 


Mail Classification Schedule , 1996 Docket No. MC96-2 
Classification Reform Il (Nonprofit Mail) 


PRESIDING OFFICER'S NOTICE 
OF COMMISSION DESIGNATION OF MATERIAL 
INTO EVIDENTIARY RECORD 


(April 3, 1997) 


Notice is hereby given that the Commission designates the following the material 
into the evidentiary record: 


Filing Date Designation 


January 15, 1997 Response of the United States Postal Service 
to P.O. Information Request No. 2 


February 26, 1997 Response of Postal Service witness Hunter 
to OCA/USPS-CT 1-1a-c 


February 26, 1997 Response of Postal Service witness Kaneer to 
Interrogatories OCA/USPS-CT3-1a and 1b, 
OCA/USPS-CT-3-3a and 3b, 
OCA/USPS-CT3-4 and 5a-d 


Docket No. MC96-2 


Filing 


February 26, 1997 


February 26, 1997 


Designation 
Response of Postal Service witness Kaneer to 
Presiding Officer's Information Request No. 3 


Response of the United States Postal Service 
to Interrogatories NFN/USPS-1-3 


W. H. "Trey" LeBlanc III 
Presiding Officer 
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Mail Classification Schedule, 1996 
Classification Reform || (Nonprofit Mail) 


PRESIDING OFFICER'S RULING GRANTING POS 
FOR RECEIPT OF TESTIMONY INTO 

AND ADDRESSING OTHER MATTERS RELATI 
EVIDENTIARY RECORD 


(April 3, 1997) 


Postal Service testimony. |n response to P.O. Ruli 
Service has submitted the testimony and related exhibits | 
and Kaneer (USPS-CT-1 through 3 respectively), along w 
Notice of the United States Postal Service Regarding Its ( 
(March 18, 1997). It has moved that the referenced testin 
evidence, without being transcribed. Id. at 1-2. The Serv 
past practice with respect to Postal Service testimony, ant 

Commission designations. The Commission has d 
in a Presiding Officer's Notice. The Postal Service shall p 
designated material, accompanied by attestations of accu 
issuance of this ruling. Participants will have one week fr« 
these copies to raise objections or make other comments. 
requiring futher Commission attention are submitted, the r 


be closed as of the filing date for comments on the Comm 


PRESIDING OFFICER'S 
RULING NO. MC96-2/18 


CA 
IN 
001 


Docket No.MC96-2 


TAL SERVICE MOTION 
EVIDENCE 
-D TO CLOSING THE 


ng MC96-2/17, the Postal 
of witnesses Hunter, Degen 
ith requested attestations. 
,lassroom Testimony at 1 
nony be received into 
ice’s request comports with 
] is hereby granted. 
esignated material identified 
rovide corrected copies of the 
racy, within one week of the 
m the date the Service files 
If no responsive filings 
ecord in this proceeding will 


ission's designations. 
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Docket No. MC96-2 


RULING 


1. The March 18, 1997 motion of the Postal Service requesting that the 
testimony referred to in the body of this ruling be entered into the record of this 
proceeding, without being transcribed, is granted. 

2. The Postal Service shall file corrected copies (and accompanying 
attestations) of Commission-designated material within one week of the issuance of this 
ruling. 

3. Participants shall have one week from the date the Service files the 
submissions referred to in Paragraph 2 of this ruling to raise objections or make other 
comments. 

4. If no participant filings are submitted pursuant to Paragraph 3 of this ruling, 
the record in this proceeding will be closed two weeks from the date of issuance of this 
ruling. Designated material will be incorporated in a transcript volume; however, as 


indicated in Paragraph 1 of this ruling, testimony will not be transcribed. 


A 2 í 5 
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Presiding Officer 
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AND POIR RESPONSES 

In accordance with Presiding Officer's Ruling No. MC96-2/18 (April 3, 1997), 
the Postal Service hereby gives notice that it is providing the Commission with two 
copies of each of its designated discovery and POIR responses from this phase of 
the proceeding, along with declarations of accuracy and authenticity. 

By separate notice on April 3, 1997, the Commission designated certain 
materials into the record, which encompass almost all of the discovery and POIR 
responses filed by the Postal Service. None of these responses have been revised 
since they were served on the parties on the dates shown on the Commission's 
notice. Thus, with respect to the responses which were accompanied by a 
declaration when filed initially, those declarations continue to apply. The institutional 
responses filed on February 26 in response to the Federation's interrogatories to the 
Postal Service, however, were not accompanied by any declaration. Witness Degen 


now attests to the accuracy of the Postal Service's response to NFN/USPS-1, and 


(18534 


witness Kaneer to the responses to NFN/USPS-2 and 3. For convenience, therefore, 
new declarations from all three witnesses are provided. 

Arranged by witness, the following designated responses have been provided 
to the Commission: 

Hunter OCA/USPS-CT 1-1 

Degen POIR NO. 2, NFN/USPS-1 


Kaneer OCA/USPS-CT3-1, 3, 4, 5, POIR NO. 3, NFN/USPS-2, 3 


Respectfully submitted, 
UNITED STATES POSTAL SERVICE 
By its attorneys: 


Daniel J. Foucheaux, Jr. 
Chief Counsel, Ratemaking 
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Eric P. Koetting 
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| hereby certify that | have this day served the foregoing document upon all 
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l. STATEMENT OF THE CASE 

This phase of Docket No. MC96-2 relates exclusively to Classroom Mail, and 
follows the Commission's recommendation and the Postal Service's implementation 
of all other major aspects of the Postal Service's original proposals in this docket. In 
Order No. 1125, issued on the same day as its recommended decision regarding the 
other subclasses, July 19, 1996, the Commission reopened the record regarding 
Classroom Periodicals. The Commission noted the failure of Classroom Mail to 
generate sufficient revenues to recover the costs reported for it in the CRA Reports 
for FY 1994 and 1995, and the Postal Service's expectation that this situation would 
continue in FY 1996. The Commission also noted that problems have been observed 
in the data reported for Classroom mail for over a decade. The Commission 
requested that the Postal Service provide additional information regarding Classroom 


Mail. 


The first type of information requested was an analysis of the range of factors 


that have caused the "erratic behavior" of reported Classroom costs. The Postal 
Service responded on October 17, 1996 by filing testimony discussing recent and 
historica! developments in the collection and reporting of data for Classroom Mail. 
The testimony of witness Hunter discusses the RPW system, and was designated as 
USPS-CT-1. The testimony of witness Degen discusses unit costs, and was 
designated as USPS-CT-2. 

Other types of information were also solicited by Orde* No. 1125. The Postal 


Service was invited to suggest appropriate redesign of the Classroom subclass or its 


ሬች. 


data systems, so that more stable rates for this mail could be expected in the future. 
The Postal Service was also invited to suggest rates that would allow Classroom Mail 
to cover its costs. The material filed on January 13, 1997, responded to this portion 
of Order No. 1125. 

The material filed in January consisted of two items. One item is a new piece 
of testimony, that of witness Kaneer, which discusses forward-looking rate design and 
costing proposals, and which has been designated as USPS-CT-3.' The other item 
is an addition of approximately two pages to the previously filed testimony of witness 
Degen, USPS-CT-2. 

In Presiding Officer's Ruling No. MC96-2/16, issued January 15, 1997, the 
Presiding Officer set February 13 as the deadline for discovery, and March 6 as the 
deadline for requests for oral cross-examination and for the submission of notices of 
intent to present responsive evidence. All responses to party discovery requests 
were timely filed, as were the responses of witness Degen to POIR No. 2 (Jan. 15, 
1997) and of witness Kaneer to POIR No. 3 (Feb. 26, 1997). No requests for oral 
cross-examination or notices of intent to file responsive evidence were filed. 
Consequently, Presiding Officer's Ruling No. MC96-2/17 (March 11, 132”) 
established procedures for the receipt of evidence, and set April 14 as the date for 
initial briefs, and April 24 as the date for reply briefs. In conformance with that ruling, 


the Postal Service on March 18, 1997 submitted for receipt into evidence the direct 





' The testimony of witness Kaneer was accompanied by USPS-LR-PRR-32, 
which included spreadsheets and a diskette. 


B. 

testimony of its three witnesses, incorporating all previously-submitted revisions. 

On April 3, the Commission designated certain discovery and POIR responses 
to be incorporated into the record. The Postal Service filed that material on April 8. 
According to Presiding Officer's Ruling No. MC96-2/18 (April 3, 1997), if no further 
filings or pleadings are submitted by April 15, the record will close on April 17, 1997. 

Il. DISCUSSION 

Substantively, there are two proposals included within the Postal Service's 
testimony. The first is a straightforward proposal to adjust Classroom rates to allow 
the subclass to cover its costs and make an appropriate contribution to institutional 
costs. The means proposed to achieve these results is to apply elements of existing 
rate schedules for Nonprofit Periodicals to the Classroom subclass as well. As 
discussed in the testimony of witness Kaneer, using Nonprofit rates and actual 1995 
Classroom cost and volume information, it appears that Classroom would have 
covered its costs in the test year (FY 1995) and in FY 1996, and made an 
appropriate contribution.’ 


Witness Kaneer also discusses an approach to phasing that will mitigate rate 





^ For purposes of this proposal, we use FY 1995 data and Step 2 rates because 


FY 1995 was the test period utilized both for the commercial categories in Docket No. 


MC95-1 and the other preferred categories earlier in Docket No. MC96-2. It is also 
still the most recent year for which we have actual CRA cost data. Step 2 rates are 
those which were designed to be in effect in the test year, FY 1995. FY 1996 
information is discussed by witness Kaneer in anticipation of similar concerns to 
those raised by the Commission in Order No. 1111. 
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ding to witness Kaneer (USPS-CT-3 at 4-6), at 


hybrid Nonprofit), Classroom would have a cost 
> 106 percent associated with Nonprofit. Based 
USPS-CT-2 at 6-7), witness Kaneer concludes 

cent and 106 percent is not particularly 


ability of cost estimates for a small subclass such 


ose to cross-examine the Postal Service's 
dence of their own. This lack of critical reaction 
es would appear to reflect a consensus among 

d Step 6 rates advanced by the Postal Service 
o the current situation. Existing Classroom rates 


sion has expressed its desire to rectify that 


2er assumes an implementation date for new 
1997. This date is selected for two reasons. 

ges to coincide with scheduled phasing step 

and disruption can be minimized. Thus, earlier 

led by the Board to take effect for other preferred 
997, and it is assumed the Classroom changes 
1998. Second, the rate adjustments proposed 
te substantial percentage rate increases. 

er, the publishers of Classroom mail have 

r subscription rates for postal rate increases 

idemic year. On the other hand, by offering rate 
ted in the next academic year, the Classroom 

o incorporate the higher costs of postage into 

er these circumstances, deferring the rate 
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Situation in this docket. Recognizing that a rate increase of the magnitude in 
question is always distasteful, the Postal Service has tried to cushion the blow to the 
extent possible in terms of timing and rebalancing. The fact that no party has seen fit 
to present any alternatives, or even to submit evidence objecting to this aspect of the 
proposal, should help to persuade the Commission to recommend it. 

The secorid component of the Postal Service’s proposal is more long-term. 
The objective is to propose some means by which substantial rate adjustments in 
Classroom mail, caused by fluctuations in reported Classroom mail unit costs 
beiween rate case base years, can be avoided. Such adjustments, which can be 


either positive or negative, are highly disruptive both to the mailers and to the Postal 


Service. One means by which this objective might be achieved is selection of a more 


Stable basis for ratemaking. If reported Classroom mail costs are likely to manifest 
significant ups and downs, even in the face of true Classroom costs that are 
essentially unchanged, a more stable basis for ratemaking might be to create a 
broader cost reporting group that is not limited exclusively to Classroom mail. 

The most obvious way to create a broader cost reporting group would be to 
combine Classroom and Nonprofit Periodicals. Such a group, constituting a much 
larger category than Classroom by itself, would tend to have much more stable 
reported costs over time. Moreover, such a cost aggregation could be used to design 
a common rate schedule and, as discussed by witness Kaneer at USPS-CT-3 at 16- 
17, on the basis of FY 1995 costs and billing determinants, the resulting rate 


schedule might essentially replicate a rate schedule designed solely on the basis of 
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Nonprofit costs. 

While reported 1995 information suggests that combining Classroom and 
Nonprofit costs and rates would be an ideal solution, the Postal Service recognizes 
that such information comes from only one year, and the relationships it reflects may 
not necessarily be observed in the future. Therefore, for now, the Postal Service will 
continue to report cost information for Classroom and Nonprofit separately. When 
preparing for the next general rate case, however, the Postal Service expects to 
reexamine the available information for Classroom and Nonprofit. If such information 
once again suggests that a common rate schedule would generate similar cost 
coverages, despite potential differences in unit costs, then the Postal Service would 
propose to proceed with combination of the subclasses for cost reporting and rate 
design purposes. 

If and when the Postal Service makes such a proposal in a future proceeding, 
interested parties will have the opportunity to respond in support or opposition, as 
they do in every case. Nevertheless, while awaiting further empirical information, the 
Postal Service would be interested in any reactions that might occur to other 
participants in the ratemaking process regarding the conceptual foundation of such a 
framework. 

Ill. CONCLUSION 

The Postal Service proposes that, in this portion of the docket, the Commission 

recommend the same full Step 6 rates for Classroom Periodicals as it did earlier for 


Nonprofit Periodicals. If the Commission makes this recommendation, the Postal 


ጫጭ 
Service would further expect to suggest to the Board that, for Classroom Periodicals 
for FY 1998, the Board implement Step 5 rates from the R94-1 Nonprofit phasing 
schedule (except for the advertising pound rates). As demonstrated by witness 
Kaneer, in both instances, these rates should allow Classroom mail to cover its costs 
and make an appropriate contribution to institutional costs. 

The Postal Service would also like to be informed of the Commission's views 
regarding the circumstances under which it might be appropriate to aggregate the 
Classroom and Nonprofit subclasses of Periodicals for costing and rate design 
purposes on a permanent basis. Obviously, depending on the cost and revenue 
information available at the time of filing, establishing a common rate schedule for the 
two subclasses would continue to be an option in any given case regardless of 
whether permanent aggregation were contemplated. On the other hand, if permanent 
aggregation were achieved, separate subclass identity could be maintained by 
continuing to report volume and revenue data separately for each of the two 
subclasses. 

WHEREFORE, the Postal Service respectfully requests that the Commission 
recommend to the Governors that the full rates proposed for Nonprofit Periodicals at 


page B-11 - B-12 of Attachment B to the Postal Service's Request for a 
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Recommended Decision be applied to Classroom Periodicals as well. 
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By its attorneys: 
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NITIAL BRIEF OF THE CLASSROOM PUBLIS| 


The Classroom Publishers Association (CPA) is the princi 
publishing industry in the U.S. mailing magazines, books and | 
classrooms and Sunday Schools of America. Our best estimates 
percent of the volume of classroom periodicals mailed under the 
mail. CPA's members publish approximately 70 classroom ma 
than 20 million magazines are mailed bi-weekly for students using 


rate. 


Introduction 


On May 9, 1996, the Commission issued Order No. 1111 
attributable costs and identification of any subclass not paying attr 
responded on June 6, 1996 and devoted most of its response | 


classroom periodicals subclass. 
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The Postal Service argued that in the circumstances involved in MC96-2, primarily 
concerned with non-profit mail, it was inappropriate to take up postal rates for classroom mail, 
except for a few technical adjustments. Those adjustments involved raising the classroom 
advertising rates mandated by the Revenue Forgone Act of 1993 and eliminating the Zip+4 discount 
which was seldom used. The Service further argued that leaving classroom editorial rates alone in 
this proceeding made sense because the proceeding was intended only to reform classification and 
not deal with postal rates. An omnibus rate case was the appropriate place to deal with attributable 


costs of classroom publications. 


Needless to say, we totally concurred with the position of the Postal Service as fair and 


reasonable under the circumstances. 


Thus we were disappointed to learn of the Postal Rate Commission Decision of July 19, 1996 
and accompanying Order No. 1125 which ordered a reopening of the record on classroom periodicals 
and directed the Postal Service to file additional testimony on classroom publications with suggested 


rates that recover all attributable costs. 


Rate Shock 


We have worked closely with the Postal Service over the past year recognizing that the 
I.O.C.S. cost data for classroom publications was erratic, both as to volume and cost coverage. We 
have also had substantial difficulties with the revenue figures in prior years, and worked with the 


Postal Service to identify entry post offices where large volumes of classroom periodicals are mailed. 
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CPA members also furnished reams of data and cooperated fully with Christensen Associates 


and Price Waterhouse in their 1996 study and analysis of the characteristics of classroom mail. 


As outlined in the postal testimony in this proceeding, considerable effort has been made to 
improve the revenue, piece and weight statistics for classroom publications by increased 
computerization of post offices across the United States. We are hopeful that this data in future 


years will be accurate and useful in analyzing our segment of the mail sti 2am. 


The problem lies with the minimal sampling to arrive at the cost data. The I.O.C.S. costing 
system that the Postal Service uses system-wide to gather cost data results in a tiny and erratic 
sample for classroom periodicals. This results in wide fluctuation in attributable costs for classroom 


periodicals over the last several years. 


The testimony of Mr. Carl G. Degen (USPS-CT-2) filed on October 17, 1996 in this 
proceeding by the United States Postal Service is right on point. He produces a chart at page 6 of 
his testimony showing the tiny number of samples of classroom mail taken under the postal costing 
system. We reproduce it here: 
| NUMBER OF DIRECT TALLIES FOR CLASSROOM | 
Mail Processing Costs Carrier In-Office Costs 
(CS 3.1) (CS6) 


26 37 
34 27 
31 19 
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As can be seen, only 50 tallies out of 63 million classroom pieces are used to establish 
classroom costs in 1995. This is out of an annual mailstream of 180 billion pieces of mail. Clearly 


this is problematic and in need of a better approach. 


The Postal Service is unwilling to change its basic costing system to accommodate a very 
small subclass which generates only $10-15 million of revenue each year, notwithstanding its 


singular and valuable contribution to the education of America's children. Nor is the Postal Service 


willing to provide a special exception for classroom publications in the form of a sampling outside 


the I.O.C.S. system which would be more reliable. 


We suggested that a rational solution to the problem was to go back to the original mandate 
of Congress in 1951 which established the classroom postal rate in second class mail as 60 percent 
of the rate charged for that of regular second class mail (see former Title 39, U.S.C., $4358). 


However, this solution would require Congressional action which does not seem feasible at this time. 


Another possibility was a moving average to help smooth the sampling error created by the 
small number of tallies. (This was also suggested by the Presiding Officer in Information Request 
No.2 (12-17-96).) This was discussed at meetings at the Postal Service and considered by CPA. The 
conclusion reached was that a moving average would introduce new complications without solving 


the underlying problem. 


The increase in postal rates needed to bring classroom publications up to attributable costs, 
as calculated by the Postal Service in this proceeding, would result in about a 35 percent rate 


increase on most titles. This certainly constitutes "rate shock." 
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The Postal Service has proposed a two-step postal increase on classroom periodicals 
spreading the increase somewhat over 1997 and 1998, with the larger increase occurring on October 
6, 1997. This would help in view of the fact that subscription costs for classroom publications are 
bound up and “locked-in” for the next school year. Obviously, absorbing this increase wiil be a 
serious problem because postage constitutes a large portion of the cost of these low-priced 
publications sent directly into the classroom and utilized by the teacher. Unfortunately, this 
extremely competitive and low-profit segment of the publishing industry will see further erosion as 
the result of this very large postal increase. Many marginally profitable titles will be dropped and 
others consolidated into one publication. 

Merger of Classroom Periodicals 
Into the Non-Profit Periodicals Subclass 

The Postal Service has long wanted to merge classroom periodicals into the non-profit 

periodicals subclass to eliminate the costing problem that we discussed above. We have resisted this 


over the vears for several very good reasons. 


From 1951 to the present, classroom publications have maintained a separate subclass under 
second class mail (now periodical mail). The one time we were lumped into the non-profit category 


(R90-1), the vast majority of classroom titles received a 55 percent rate increase. 


The rationale for profit-making ciassroom publications is inherently different from the 


rationale for non-profit publications as determined by Congress in 1951 when they granted the 
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Postal Service has done in the instant proceeding. 
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accurate sampling system or approach can be implemented. 
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In this era of high technology, a reasonable solution should be found to this dilemma that we 






Classroom publications are often bundled, palletized or sacked to five digit zip codes going 














ም ' ኞች The Postal Service has received a copy of only one initial brief in this matter, 
face with a classroom periodical cost sample size being much too small to produce a statistically 





direct to a given school -- almost like a carrier route. Most classroom publishers exercise all the 
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delivery by USPS. This extensive mail processing results in less in-office handling of the mail by 





would result in more equal increments of rate increases for classroom publications over the two years 
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the Postal Service would propose to proceed with combination of the subclasses 
for cost reporting and rate design purposes.‘ 





ዘ. THE PROPOSED RATES ARE SUPPORTABLE AS AN INTERIM SOLUTION 





I. INTRODUCTION 















We agree with the position of the Classroom Publishers Association (CPA) which 







The Office of the Consumer Advocate (OCA) hereby submits its reply brief in this OCA opposes such a merger of two distinct subclasses. Instead, OCA proposes 






stated in its Initial Brief that “recognizing a need to move forward, we do not contest the 





proceeding, which in this phase of the case relates exclusively to Classroom Mail. that the Commission's decision direct that in future proceedings, the Postal Service 









validity of what the Postal Service proposes as an interim solution to the 'attributable 





The Postal Service's Initial Brief notes there are two basic issues in this case.' shall present cost data and proposed rate changes under different formulae in order 




















cost dilemma of classroom periodicals." Thus, we do not oppose the two-step postal 


The first is the interim proposal to adjust Classroom rates to allow the subclass to cover that the Commission can make the most informed decision possible under the statutory 










increase set forth in the record, though we note that there are some anomalies in the 


its costs, while ameliorating rate shock to mailers. The OCA has no basic objection to criteria. As more fully discussed below, in any future rate case affecting Classroom 

















proposed rate structure that call into question the need for a two-step approach.* 


this interim solution. mail, the Postal Service should be directed to present status quo cost data for 








The second issue concerns the Postal Service's proposal to merge Classroom Classroom and Nonprofit Periodicals separately for the most current year. In addition, 





and Nonprofit Periodicals in order to create a broader cost reporting group. A broader the Postal Service should be directed to provide Classroom data for an appropriate 








group of data is needed to produce estimates of rare characteristics generated by the period of years in order for the Commission to assess whether rates based on a moving 













Postal Service's IOCS system. The problem is not that the IOCS sample is small, but average of costs is a better approach. Further, the Postal Service should be directed to 








that it is used to produce some estimates of extremely rare characteristics (such as provide newly constructed cost data for Classroom based on either a special survey or 












Classroom mail processing costs) and consequently has large coefficients of variation an engineering cost study. The Postal Service shall supplement this data with any new 







5 CPA Brief, filed April 11, 1997 at 7. 


* Some of the Phase-2 rates are lower than the Phase-1 rates, which runs 
counter to the notion of a phased approach to avoid rate shock. The following table 
identifies Postal Service Phase-2 Classroom mail rate decreases. 











(CV's) for these estimates. For purposes of brevity, we refer to this as the "sample size information it has on special factors which may account for the most recent year's cost 





problem." The merged group, it is argued, would tend to have more stable reported fluctuations, e.g., a change in mail flow or increased automation savings. 













costs over time.* The Postal Service states it will continue to maintain and report cost 







Current Phase-1 Phase-2 



















à i Classroom Nonprofit 
i 3 
information for Classroom and Nonprofit separately. R94-Step 4 Step5 Step 6 
When preparing for the next general rate case, however, the Postal Service Nonadvertising Pound Rates 50.110 50.143 50.142 


expects to reexamine the available information for Classroom and Nonprofit. If 
such information once again suggests that a common rate schedule would 






Presort Rates Piece Rates: 




















Anat : al eli ape Level G Prebarcoded Letters $0.152 $0.191 $0.189 
generate similar cost coverages, despite potential differences in unit costs, then Level | 1 $0.088 ፄ0.115 $0.107 

Level | 2 $0.086 $0.113 $0.100 
' Postal Service Brief, filed April 14, 1997. Level | 3 $0.081 ፄ0.107 $0.086 






? ld. at 5. 
* Id. at 6. 










Source: USPS-CT-3, Table 6 at 10. 
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Ill. A LONG-TERM SOLUTION REQUIRES THAT THE | 
MORE INFORMATION TO THE COMMISSION 


A. THE STATUTORY CRITERIA 


In ratemaking, the factors the Commission must ር 
U.S.C. $ 3624(b). Two criteria especially relevant to the 
forth at 39 U.S.C. 8 3622(b)(3) and (4). The (b)(3) criter 
because of the cost issues herein. That criterion states 
class of mail or type of mail service bear the direct and ii 
to that class or type plus that portion of all other costs of 
assignable to such class or type.” The importance of thi 
numerous times; succinctly stated, subsection (b)(3) is s 
fact which suggests its special role in the Act's ratesettin 

The (b)(4) criterion, “the effect of rate increases u 
relevant because this criterion suggests that the Commi: 
effect of dramatically changed rates upon mailers, i.e., "r 
Order Ass'n of America v. U.S. Postal Service, 2 F.3d 4C 

The problem with the "merger" alternative as a pe 
Classroom pales in size in comparison to Nonprofit Peric 
much merged as totally submerged, and its rates would i 


Nonprofit Periodicals’ costs. The sample size problem w 





Nat. Ass'n of Greeting Card Pub. v. United State 
570, 585 (D.C. Cir. 1976). 
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a very small subclass of mail. Nor, apparently, is the Postal Service willing to prepare a 





a rare characteristic with a less rare one. If Classroom and Nonprofit Periodicals are an approach decrease sampling error for these estimates? What would such 


relationships it reflects may not necessarily be observed in the future." For now, the 




























POSTAL SERVICE SUPPLY 






. . 16 ከባ . B epee . . 
really different types of services with different costs, the (b)(3) criterion would seem to Postal Service proposes to continue to report cost information separately for sampling outside the IOCS system. costs of modification be? Is the Postal Service willing to allow outside parties to 















legally require different treatment in ratesetting. OCA is sympathetic to the general argument that when imposing regulatory take part in potential technical resolutions? What proportion of mail processing 


Classroom and Nonprofit.'?^ The Postal Service goes on to state that when preparing 












Statutes, however, should be read as a whole, and effecting a solution that requirements, one must measure regulatory costs (in this case, the costs of performing costs for Classroom would be captured by supplementary sampling at 


for the next general rate case, it expects to reexamine the available information for 




















onsider are set forth at 39 


ignores (b)(4) also is problematic. The problem, says the Postal Service, is that IOCS Classroom and Nonprofit. If such information once again suggests that a common rate something more than IOCS sampling) against the benefits to be gained from such Classroom mail entry points? 















issues at hand are those set 


samples produce too few tallies. The characteristic (Classroom Periodicals) is so rare regulation. However, the record here lacks information which is vital to permanent (2) If the IOCS cannot be modified, but the Postal Service knows who the 


schedule would generate similar cost coverages, despite potential differences in unit 














¡on obviously is relevant 






that routine, year-to-year sampling variations cause abrupt changes in the cost costs, then the Postal Service would propose to proceed with combination of the decisionmaking. In performing a regulatory cost-benefit assessment here, one must do Classroom mailers are, and where and when they enter mail into the system, 


















“the requirement that each 


estimates. "Under IOCS separate cost estimation for Classroom will always have more subclasses for cost reporting and rate design purposes. The Postal Service does not more than make a broad estimate about the increased costs of performing a separate why cannot a separate sample be taken at a few facilities? What would be the 






























direct postal costs attributable 


volatility than the majority of other subclasses because of its size." That is because the view this as a final proposal. "[W]hile awaiting further empirical information, the Postal sampling, and then decide if the revenues and profitability associated with the subclass costs of and the specifications for such a sampling? It might be helpful for one of 






























the Postal Service reasonably 


IOCS “costing system that the Postal Service uses system-wide to gather cost data Service would be interested in any reactions that might occur to other participants in the merit the expenditure. This flawed rationale and narrow perspective seems to be the Postal Service consultants that traditionally do work in this area to come up 






s criterion has been discussed 





results in a tiny and erratic sample for classroom periodicals. This results in wide ratemaking process regarding the conceptual foundation of such a framework."'4 behind the Postal Service's refusal to expand its sampling to take a very small With such a cost proposal. How much could such an approach decrease 









et forth as a requirement, "a 


subclass's costs into account. Indeed, any permanent solution here should not be 


fluctuation in attributable costs for classroom periodicals over the last several years.”* sampling error for estimates of Classroom mail processing costs? 














g scheme." 


These wide cost fluctuations would in turn lead to fluctuating rates, causing "rate shock" C. ADDITIONAL SAMPLING: HOW COSTLY A SOLUTION? recommended until the Postal Service provides specific answers to such questions as (3) Why cannot any Classroom cost analysis include constructed or engineering 















pon the general public," is 


when the movements were in a sudden upward direction. these: type studies? The Postal Service frequently performs such analyses in other 


The CPA Initial Brief summarizes the small sampling size problem.** It states 

















sion shall take into account the | | | | | | 
that the Postal Service is unwilling to change its basic costing system to accommodate (1) What are the precise technical reasons why the IOCS system cannot easily areas. For example, in Docket No. MC97-2, the Postal Service proposed a 






ate shock.” See, e.g., Mail 


be modified” to target mail acceptance and processing costs, especially surcharge for hazardous materials based on a variety of estimating devices. 





B. THE POSTAL SERVICE SOLUTION 







8, 426-27 (D.C. Cir. 1993). concentrating on times and facilities where the Postal Service knows larger 



























As an interim approach, the Postal Service proposes, as "an ideal solution," the D. THE BENEFITS OF A BETTER COSTING ANALYSIS 





rmanent solution is that volumes of Classroom mail are entered into the system? How much could such 
































combination of Classroom and Nonprofit costs, for FY 1995.*” However, the Postal On the “benefits” side of the cost-benefit equation, OCA values any decision that 


w. 


" This apparently represents a moderation in position from that of witness 
Kaneer, who testifies that if "Classroom Mail costs continue to behave as a subset of 
Nonprofit Mail in the next general rate filing, then separate Classroom and Nonprofit 
cost reporting should be discontinued." USPS-CT-3, at 14. 


' Postal Service Brief at 6. 
“ Id. 
5 CPA Brief at 3. 


dicals; Classroom is not so 


















* ld. at 4. 


" Additional sampling can be done at specially identified facilities. The following 
examples are taken from Docket No. MC96-3, Special Services Fees and 
Classifications. In response to interrogatory OCA/USPS-58(b), the Postal Service 
noted higher sampling rates were performed in one pay location group. See also the 
Attachment to the Postal Service response to OCA/USPS-21(c): "There are offices 
where employees are sampled at rates different from most offices within a cost pool." 


Service "recognizes that such information comes from only one year, and the increases the integrity of the Commission's ratemaking process. Conversely, one must 


n effect be set based upon 


| ask whether the Commission's ratemaking process will be damaged if it permanently 
ould not be solved by merging 












* USPS-CT-2 as supplemented January 13, 1997 at 7. 
°’ CPA Brief at 3. 
' Postal Service Brief at 6. 


adopts, or even considers adopting, a cost system that may be based on a fiction. The 







5 Postal Service, 569 F.2d "fiction" is that one can maintain two supposedly separate subclasses of mail, and use 
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what in reality is one cost estimate, that of the dominant subclass. In practice, merging 
the costs of the two classes produces a cost analysis solely for Nonprofit Periodicals, 
shedding no light on the unique costs of Classroom Periodicals. 

OCA's position is that it has not been demonstrated on this record that 
Classroom and Nonprofit Periodicals should be lumped together for costing purposes. 
CPA agrees, providing some examples of how and why it thinks the costs are 
different." 

The Postal Service opines that the two subclasses share important 
commonalities, but faiis to describe what these commonalities have to do with 
generating costs. For example, a Postal Service witness states that “[b]oth subclasses 
are handled in the same operational network."'? However, other types of mail share 
operational networks with each other but have very different cost characteristics. 
Witness Kaneer also describes certain shared “general characteristics,” but his 
explanation raises more questions than it answers for it seems to acknowledge there 
are differences between the two subclasses. He states that these general 
characteristics “are shared with most Periodicals” and states that “costs should be 
about the same to the extent that Classroom Mail goes through the same basic 
operations as Nonprofit Mail.” [Emphases added.] This is hardly a ringing 


endorsement for the proposition that costs are very close. 





'* See CPA Brief at 5-6. 
* USPS-CT-3 at 2. 
2 ld. at 14. 
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The evidence the Postal Service provides on these cost "commonalties" is too 
general to permit evaluation of the propriety of merging Nonprofit and Classroom 
Periodicals. It is incumbent upon the Postal Service to provide a detailed step-by-step 
comparison of mail handling and mail flow separately, for the two subclasses. 
Characteristics come readily to mind that indicate there may be substantial differences. 
For example, it would seem that typically Classroom mail is delivered in bundles to 
schools (thus avoiding final sorting costs to an extent), and the delivery points are fairly 
small in number (to a few schools in any zip code). Nonprofit Periodicals, however, 
are delivered much the same way as other periodicals are — to a list of numerous 


subscribers at random locations within a zip code. 


THE POSTAL SERVICE SHOULD PROVIDE ALTERNATIVE COST 
METHODLOGIES IN SUBSEQUENT RATE CASES 


The Commission should direct that in subsequent rate cases, until a permanent 
solution is found, the Postal Service, in addition to providing answers to the questions 
set forth above, shall provide data and cost analyses conforming to the following 
guidelines. First, the Postal Service should provide IOCS data (or cost estimates from 
special studies) for the most recent year for both Classroom and Nonprofit. Second, it 
should provide a detailed mail flow analysis of how each subclass's mail is handled 


throughout the system. 





?' The input of CPA on this issue would be invaluable. 
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Third, the Commission should require that sufficient information be supplied so 


that it can fully evaluate the moving average concept or other trend analyses. For 


example, the Commission could be provided with Classroom cost estimates (and CV 
estimates)” for each of the previous five years. This would provide the Commission 
and intervenors with raw cost estimates necessary to evaluate various moving average 
estimates or other data smoothing techniques to reduce the volatility of the base year 
Classroom cost estimates. 

It may be worthwhile to consider approaches that go beyond simply averaging 
the most recent three years of IOCS cost estimates. With more data, one could see 
whether there is some trend in the data, by fitting it to a simple model, with one data 
point for each year. The following graph (all hypothetical data) suggests other 


possibilities that could be considered. 





2 Perhaps it would make sense to give more weight to the more reliable 
estimates when calculating a moving average or in fitting a cost model. 
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A Actual Cost . - x- . Model Predicted Cost 





The first could be to simply use the model predicted cost, C's, instead of the 
IOCS cost estimate for the current year. Another possibility could be a three-year 
moving average that uses the model predicted cost for the next year, so the average 
would be centered on 1996. This average could be expressed as (C,,44,*C,4,,*C',4,.)/3, 
where C, represents IOCS cost for year k and C', represents the model predicted IOCS 
cost for year k. 

The point is not that the data look like the "hypothetical" data in the above graph, 
or that OCA's current suggestions (based as they are on an inchoate record) are 
necessarily optimal, but that there are many options worthy of consideration. If the 
Commission ultimately directed the Postal Service to supply appropriate information, it 
might be possible to develop a menu of sensible cost estimates that would capture 
current cost behavior for Classroom but be substantially less volatile on a year-to-year 


basis. 
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The moving average concep 
to take a better look at what is truly 
averages will reduce the volatility o! 
sample size problem. Over the ave 
example, steadily descending costs 
year, is most representative, and ከር 
data. A sudden change in costs in 
the Postal Service would be called | 
dramatically in one year. Perhaps t 
reason why a new automation syste 
no other explanation, the Commissi 
average period, under the assumpti 

There is nothing inherently "v 
calendar period, such as a year, if c 
Calendar demarcations are merely 
measuring devices. They provide a 
But longer-term analyses are freque 
analyst a more accurate picture of v 
familiar with mutual fund reports, wt 
multiple years. The magazine Cons 


repair records over a multiple year [ 
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has appeal because it may enable the Commission 
happening to Classroom costs. Use of moving 
the cost estimates, helping alleviate the small 
raging period, trends may become apparent. For 
may suggest that the lowest cost year, the final 
t just a statistical aberration based on insufficient 
one year will call for further analysis, at which point 
pon to provide reasons why costs changed 
he Postal Service will provide, e.g., a plausible 
2m or a change in mailflow affected costs. If there is 
on may find it prudent to use the cost for the moving 
on that the small sample size was the culprit. 
rong" with using statistics that go beyond a set 
ircumstances (such as a limited data set) warrant it. 
onvenient methods for coming up with good 
measurement device for purposes of discussion. 
intly used in many industries in order to give the 
hat is truly occurring. For example, many of us are 
ich may report earnings for one year as well as 
sumer Reports publishes automobile frequency-of- 


eriod, knowing that short term measurements (such 
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as first year repair records) may not be indicative of longer term results. Government 
agencies also see value in longer-term statistics.?? 

The value of longer term analysis may be seen in the following example. 
Assume one was the owner of a major league baseball team and wanted to trade for a 
good hitter. Three are available, each with a .300 average. But their individual years 
are very different: 

1994 1995 1996 

Player #41 .250 .300 .350 

Player #2 .298 .302 .300 

Player #3 .350 .300 .250 
Even without further vital information such as age and health of the player, the trends in 
the statistics above impart valuable information. A wise owner could look for stability 
(and select Player #2) or decide that Player #1 is a rising star. (The Chicago Cubs 
clearly would select Player #3.) 

In short, the choice seems clear between using statistics that may be somewhat 
old (and we do not think statistics lose all their vitality once they are a year and a day 
old) and using statistics from a different subclass that may be largely irrelevant. At the 
very least, older statistics may lend information about and give perspective to fresher 


statistics. 


? See, e.g., 17 C.F.R. $ 210.3-02, the Securities and Exchange Commission 
requirement for audited statements of income and cash flows for each of the three 
years preceding the date of a registrant's most recent audited balance sheet filing. 
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In addition, the Postal Service could, at its option, provide a cost analysis using a 


IV. CONCLUSION CERTIFICATE OF SERVICE 


merged set of statistics. We disfavor this approach because we think it may face legal 
OCA recommends that the Commission adopt a flexible approach as it finds its 


hurdles, and because it may set a bad precedent (since its use could be employed to | hereby certify that | have this date served the foregoing document upon all 
way towards a permanent solution to the Classroom cost problem. We have outlined 


justify further combinations of costs for different subclasses). However, perhaps there (m participants of record in this proceeding in accordance with section 12 of the Rules of 


some potential.approaches above. We especially emphasize, though, that much of the 


are insurmountable difficulties with the other costing methods discussed herein. Practice. 
information required to determine the optimal solution resides with the Postal Service, 


In conjunction with these approaches, the Postal Service should also be required to 
and the Postal Service should be put on notice about the types of information that it will 


provide proposed rates based on each of the systems, which will further facilitate public 
be necessary to generate prior to the next rate filing that affects Classroom Periodicals. 


and Commission analysis. | | ALLÍ ud . La 14D 
SHELLEY S. DREIFUSS 


Respectfully submitted, | | Attorney 


SHELLEY S. DREIFUSS 


Attorney Washington, D.C. 20268-0001 
Office of the Consumer Advocate April 24, 1997 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS HUNTER 
TO OCA INTERROGATORY 


OCA/USPS-CT1-1. Please refer to your testimony at page 5. You discuss correction 
factors for volumes and state, "Whether adjustment might be required for the years prior 
to FY 1993 is not known since the PERMIT automated bulk mail acceptance system data 
is incomplete for years prior to FY 1993." At pages 4 and 5 of witness Degen's 
testimony, dated October 17, 1996, he mentions that volume data for years prior to FY 
1993 could not be adjusted for earlier years because “we have not compiled the complete 
Permit/Bravis data before 1993." 


a. Isthe data you need to calculate "adjustments" incomplete because Christensen 
Associates has not compiled it? | 


b. If your response to part “a” of this interrogatory is affirmative, please explain why the 
data was not compiled. 


c. Ifyour response to part "a" ofthis interrogatory is negative, please specifically explain 
what data is incomplete for years prior to FY 1993. 

RESPONSE: 

a.-C. When Christensen Associates was contracted to start collecting the 

Permit/BRAVIS data in the middle of 1992, a substantial portion of the 1992 data was not 

available. The data from BRAVIS offices were particularly problematic - less than half of 

the FY 1992 second-class revenue in BRAVIS offices was covered by the available data. 


Thus, it was not until FY 1993 that complete data became available. 




















































U.S. POSTAL SERVICE WITNESS DEGEN 
^ RESPONSE TO PRESIDING OFFICER'S INFORMATION REQUEST NO. 2 


the cost impacts could be n 








The option of a moving average has immediate appeal in that it would 
RESPONSE OF THE UNITED STATES POSTAL SERVICE 


practices. A panel providing 100 percent coverage at the beginning of the year 
TO INTERROGATORIES OF THE NATIONAL FEDERATION OF NONPROFITS 









| | variance than was eliminate 
= $ reduce the variance associated with the final estimate. However, careful 
| probably would not do so by the end of the year. Second, it is expensive to automate 























| The final necessary ፡ 
NFN/USPS-1. Given the volatility of reported volume and cost data acquired 

through sampling (Kaneer at 15, et al), and the small number of Classroom mailers 
and mailing sites, please explain why the Postal Service does not use 100 percent 


sampling to obtain accurate data? 






















considerati | i i 
1. In USPS-CT-2, witness Degen shows the number of tallies for classroom ideration must be given to what the moving average estimator represents 


publications for the years 1993 to 1995. The mail processing tallies range 
from 26 to 34 while the carrier in-office tallies range from 19 to 37. 

Mr. Degen states, "For a subclass as small as classroom, considerable 
variation from year to year must be expected because the number of tallies is 
very small. Consequently, variations in unit cost.are an inherent problem for 
classroom." Mr. Degen also explains that a doubling of classroom tallies 
would require doubling the overall sampling rate which would be costly and 
hard to justify. : 


bulk mail acceptance at post offices, and the benefits of doing so at some small vis-a-vis the original estimator. The goal is to estimate current year unit costs by en ee 
offices are currently not perceived to be equal to the costs. As a final note, even if inflation index that would be 





subclass. The CRA estimator does this in an unbiased fashion, but with 





the sample could be expanded to meet the standard of "100 percent sampling," this 


would remain that any inde» 
RESPONSE: 





















relatively high variance for the very small volume subclasses like Classroom. A 
would not eliminate the possibility of non-sampling error. ; i . The Commission spe 
Although both volume and cost reporting involve the use of "sampling," the moving average estimator assumes that the underlying technology used by the 
The situation with regard to the cost data is quite different. With respect to the 


than mechanics, but | think : 
focus of the sampling activity is quite different in these two areas because of 







| i Postal Service t il d i : 
The problem of small sample size and variations in the annual number of ce to process mail does not change over the averaging period. It 


tallies may extend to other subclasses too, e.g., library rate. The size of the 1 
sample may be causing relatively large sampling errors in the reported tallies for ጊ 
mail subclasses with small volumes. Specific values, usually annual totals, are 

used by the Commission as base points for cost calculations and other 

purposes. These applications can be made more dependable if a method can 

be found to reduce the sampling errors that are introduced into the calculations 

through the base point values. 


largest portion of direct postal costs -- in-office clerk and carrier labor costs -- the as well. The smoothing wou 
fundamentally different estimation procedures. 


further assumes that the characteristics and preparation by the mailer do not A 


መሩ. ጸብ 


focus of sampling is on employee time. Individual employees are sampled, with the  *. 


the tally process allocates a 
As stated by witness Hunter (USPS-CT-1 at 3), the Classroom volume 


change over the averaging period. F inally, it assumes that the prices paid by 
| intent to associate the cost of the employee's time with the category of mail being i | based on the dollar values a 
estimates are primarily constructed from origin (entry point) mailing statement data the Postal Service for labor and other inputs do not change over the averaging - 


handled when the employee is sampled. In this context, the notion of "100 percent 





actual tallies with an average 
obtained from post offices using automated bulk mail acceptance and financial 





period. 































































sampling," which suggests that each postal employee always be recor ding what Would smoothing, e.g., a moving average, the annual number of tallies 


for subclasses with a small number of tallies be an appropriate means to reduce 
the sampling error in the base values used by the Commission? In your answer, 
please consider the concept more important than the mechanics of how to 
smooth the number of tallies from year to year.» 


probiems arise because of tt 
reporting through the PERMIT system. As also reported by witness Hunter, the panel 


The assumption of unchanging technology is not realistic given the | 
category of mail should be associated with their labor costs for every moment of the | from year to year. 
of automated offices has already been substantially expanded on several occasions current state of Postal innovation. There are numbers of programs in place to 
day, is impractical on its face. Postal employees would be too busy recording their | 


| believe a workable in 


,. 


(id. at 6-7), and currently provides coverage for the great majority of Classroom mail 


| modify mail handling practices. It is hard to imagine that there will come a point 
activities to actually process and deliver the mail. | | 


RESPONSE: 


require an averaging of unit « 
(nearly 94 percent of Classroom revenue, id. at 3, fn. 1). Theoretically, it might be 





where Postal technology is static. | do not know of any way to quantify the bias 










As stated by witness Degen (USPS-CT-2 at 9), to double the recorded 


possible to expand the panel still further by automating all post offices at which The problem of small sample size was addresses in the Postal Service's — aati eames 


that results from this assumption being violated, but it is definitely a problem in 
observations of Classroom mail in the IOCS would probably require doubling the 


Classroom is entered and integrating those offices into the PERMIT system, which is recent filing which proposed the aggregation of Nonprofit and Classroom for cost cost estimate with billing dete 


concept, which is the concern of this information request. 
overall sample size. Even this step, as enormously expensive as it would be, would | 


what seems to be implied by the suggestion in the question to use "100 percent reporting purposes. The smoothing or moving average suggested by the | have not investigated 


The second assumption needed for use of a moving average estimator is 
still come no where near the "100 percent sampling" standard. 


- : | ! ee cas to know whether there are se 
sampling.” (Were this to occur, it could be suggested that the resulting volume Commission was also considered by the Postal Service, but the aggregation that mail characteristics and make-up do not change over the averaging period. 


In contemplating expansion of the sample, it is imperative to distinguish 


figures would be based on a census, rather than on a "sample" as that term is solution is preferred. My response here focuses only on conceptual problems 


have to be done before a mov 


This is also not justifiable prima facie, however, surveys or discussions with 
between Classroom cost data and Classroom volume data. In neither instance, 


commonly understood.) Such a proposal, however, is not practical at this time. with a moving average approach. 


mailers could be used to validate it. If characteristics and make-up do change, 
however, would it be practical to attempt to achieve 100 percent sampling at this | 





First, the set of post offices at which Classroom mail is entered changes over 





time. 





time, as publishers expand or contract their businesses, or change their mailing 


odeled, but this process could introduce more 2 


RESPONSE OF THE UNITED STATES POSTAL SERVICE ; 
d by the averaging itself. TO INTERROGATORIES OF THE NATIONAL FEDERATION OF NONPROFITS 


ion i i | m ilable for 
355 n ts that Postal i d t NFN/USPS-2. Inasmuch as FY 1996 aggregated data have been avai 
——  —— — l several months, and the only historical data for Classroom Periodicals considered 
the estimator could be corrected by applying an accurate (by the Postal Service) are those for FY 1995, please explain why has the 


Posta! Service not excerpted FY 1996 data for Classroom Periodicals, to verify the 
straightforward to conceptualize. The problem e accuracy of the 1995 data? 


ing would bring with it more variance. 


RESPONSE: ና 
cifically requested comments on concepts rather 


One necessary input to the analysis is cost data by subclass. Such data for FY 1996 
some conceptual issues arise out of the mechanics 


will not be available until the FY 1996 CRA is completed, which has not yet occurred. 14 
Id be conceptually difficult at the tally leve! because ^ | . 


Moreover, it seems reasonable to assume that even were all necessary FY 1996 data 
pool of attributable costs using a set of shares 


available now, the parties would be likely to want to revisit this issue at the time of 





ssociated with the current year's tallies. Replacing 


| the next rate filing with what is then the most recently available information, which 
> disrupts the integrity of the allocation and 


may or may not be FY 1996 information. 
ie dollar weights for tallies vary within years arid 


፥ 


plementation of a moving average estimator would 


osts after the cost estimation process. At this point | | 
oblems regarding the consistency of the averaged 
rminants and revenues. 

any of the conceptual problems | describe above 
ere practical implications, but | think that would 


d E " 
ing average estimator could be adopted. * 
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